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e We are initiating coverage of Saba Software’ with a Buy rating. Saba provides a 
comprehensive Internet-based learning solution that enables organizations to effectively 
manage and deploy training across the extended enterprise. 


We believe eLearning represents an enormous market opportunity, assuming vast, new 
B2B rules that imply larger populations and a strategic solution to a previously unmet 
and, as yet, unmeasured corporate demand—enabled only by the ubiquity and cost- 
effective nature of the Web. 


In our opinion, Saba’s powerful delivery platform is in a league of its own and is made 
possible by the company’s exhaustive library of more than 20,000 courses from 120- 
plus content providers. We believe further testament can be measured by its industry- 
leading blue-chip customer list and its nearly 2.5 million licensed users. 


We are currently forecasting profitability by Q4:FO2, based on our revenue estimates of 
$6.5 million, $43 million and $99 million for Q4:FOO, F2001 and F2002, respectively. 





What Does SABA Do? 


Founded in 1997 and based in Redwood Shores, California, Saba provides a 
comprehensive Web-based learning solution that enables corporations and 
governments to create and deliver training to its constituents around the world. 
Saba has nearly 2.5 million licensed users, more than 50 blue-chip customers 
and close to 500 employees. 


Saba aggregates educational materials from more than 120 content developers, 
providing it with an exhaustive library of more than 20,000 online and offline 
course offerings. Courses come from a variety of industry leaders, such as PROVANT, 
Eloquent, headlight.com, NETg, TrainingNet and Caliber Learning Network. 


While many other eLearning companies offer standardized management tools, 
Saba’s delivery platform is one of the most powerful ones that we know of for 
corporate training, thus creating significant barriers to entry, in our opinion. Its 
delivery platform consists of three products—Saba Learning Network, Saba 
Learning Provider Network and Saba Learning Exchange. 


Saba Learning Network (Saba LN)—Saba’s Enterprise and Hosted Series 
applications are designed to enable its customers to manage the data that drives 
the eLearning process. Through the use of a standard Internet browser, numerous 
tools can be accessed that enable training managers and their constituents to 
measure and enhance the eLearning experience. 


Similar to other powerful ERP systems, Saba is designed to facilitate virtually all 
of the intricacies involved in managing an enterprise-wide training process 
through the delivery of third-party or internally developed content. In its 
simplest form, the backbone of the application includes the following features: 


— Assessment of Learning Needs—Through responses to online questionnaires, 
the Saba LN can identify knowledge deficiencies throughout the organization 
using a variety of assessment methods. Based on these results, managers can 
set competency goals while students can measure their profile against these 
goals to ultimately choose the most efficient learning solution. 


— Source/Distribute Training Solutions—The Saba LN recommends courses 
from its vast content network to address the organization’s learning needs. It 
can also schedule classroom instruction, set up synchronous instructor-led 
learning events or register users for online courses, particularly useful tools 
for managers of large groups with different training needs. 


— Tracking and Monitoring—Throughout the learning process, managers and 
learners can keep track of their progress in many different ways. For example, 
they can measure completion rates, view test scores and compare results, 
ensure that progress is aligned with competency goals and track development 
against certification requirements. Other monitoring tools include budget 
analysis and ROI on learning reports. 


Saba Learning Provider Network (Saba LPN)—In addition to offering content 
providers a vast distribution network for their products, the Saba LPN has 
valuable data-tracking and report-generating capabilities. Providers benefit from 
sophisticated content aggregation tools that categorize their offerings in a variety 
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of ways, helping to streamline the selection process for its users. Further, data 
management tools offer demand assessment, eCommerce enablement, reduced 
time to market for new materials, improved inventory control, customer profile 
assessment, enhanced resource utilization, simplified invoice and budget 
processes and streamlined certification administration. 


Saba Learning Exchange—A newly created B2B Web-based exchange that brings 
together buyers and providers of educational content. Through the exchange, 
buyers can search for and procure educational content. Additionally, the 
exchange offers community features as well as access to private learning networks 
through a secure password. Finally, content providers can utilize Saba’s eStores 
tool to create custom-branded storefronts. 


On the services side, Saba offers an extensive selection of strategic and 
implementation consulting, education services and customer support. This 
includes, but is not limited to, identifying and recommending an optimal 
learning solution for an organization, installation of Saba solutions across the 
extended enterprise, a variety of support options ranging from onsite technicians 
to an end-user help desk and training of administrators on using Saba’s products. 


Our Investment Thesis on Saba 


We believe Saba is in a league of its own in the B2B eLearning vertical based on 
its unique delivery platform that creates sizeable barriers to entry. Its robust 
software application addresses the need of corporations to tackle complex 
training requirements for large user groups in a cost-effective method. 
Companies can benefit from being ‘on Saba’ through the alignment of disparate 
business units, by ensuring regulatory compliance, by improving employee 
retention and by raising customer satisfaction levels. We believe Saba can 
become the de facto eLearning delivery platform and are positive on the Saba 
story based on the following: 


Large Market Opportunity. We believe the eLearning market is substantially 
larger than it may appear to be at first glance. Several powerful trends are 
pushing the need for enterprisewide training to the forefront of the competitive 
landscape, as knowledge and intellectual property become the driving force of 
the global economy. We have identified three major trends as follows: (1) The 
benefits of the swift deployment of technology in the corporate world can only 
truly be realized if every employee in the organization can participate. (2) The 
reliance on more complex products in today’s workplace combined with reduced 
product life cycles is increasing the challenge for organizations to keep 
information current and relevant. (3) The rapid pace of economic change is 
fostering the need for a more integrated partner-type relationship between 
suppliers and customers than that which commonly exists in a traditional, 
transaction-based economy. 


To effectively compete given these increasing demands, employee training must 
evolve from its current form as a tactical tool for back-office employees into a 
strategic and pervasive component of corporate infrastructure that can reach 
vastly larger populations than ever before. Today, corporations need to address 
broader groups of employees as well as salespeople, suppliers and customers in a 
more efficient and cost-effective manner than traditional instructor-led methods 
can offer. Online learning represents the solution—one that is enabled by the 
ubiquity, low-cost access and ease of use of the Web. Thus, training, if effectively 
deployed, can be converted from a cost center to a revenue enhancer. 
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For these reasons, we believe that IDC’s projections for the size of the online 
training industry of approximately $11.4 billion by 2003 could be understated 
by a magnitude of four or five times. Assuming that this estimate from IDC is 
based on the simple online migration of traditional educational methods and 
that current corporate spending on education is approximately $60 billion 
implies to us a 20% adoption rate. However, our view incorporates vast, new 
B2B rules, which suggest that eLearning provides a solution to a previously 
unmet and, as yet, unmeasured corporate demand—to educate a broader 
constituency in a more cost-effective, timely and consistent manner than ever 
before. We believe this would suggest an industry in the realm of $45-55 billion. 


Powerful Delivery Platform Puts Saba in a League of Its Own. While many 
other eLearning companies offer standardized management tools, Saba’s delivery 
platform is one of the most powerful ones that we know of for corporate 
training. We believe that Saba’s eLearning solution is unique in that its software 
is designed to facilitate all of the intricacies involved in managing a complex 
training program for a large number of users, utilizing both online and offline 
content. Saba can also tailor its applications to incorporate the specific needs of 
an organization. Saba’s superior eLearning software application is available in 
two languages (with more to come) and represents a sizeable competitive barrier 
to entry, in our view. 


Through its network of more than 120 content providers, Saba is one of the 
largest aggregators of high-quality online and offline educational material, 
resulting in an exhaustive library of more than 20,000 courses from leading 
publishers such as PROVANT, Wilson Learning, Eloquent, Netg, TrainingNet and 
Caliber Learning Network. 


Impressive Roster of Customers and Partners Is a Powerful Endorsement of 
the Saba Solution. Saba has more than 50 customers from around the world that 
have licensed nearly 2.5 million learners. A significant number of its corporate 
clients are leaders in their respective industries and include such names as 3Com’, 
Adobe’, Anheuser-Busch, Cisco’, Continental Airlines, Ford, Daimler-Chrysler, 
Procter & Gamble, Hyundai, General Electric and Qwest Communications. In our 
view, the caliber of its customer list as well as the magnitude of many of its 
contracts is one of the strongest endorsements of the Saba solution. Further, 
according to management, Saba has beaten industry powerhouses, such as 
PeopleSoft (PSFT $13-9/16) and Oracle (ORCL $72-5/16), to become the 
vendor of choice for enterprise-wide eLearning management systems. 


In addition to its notable customer list, Saba has established alliances with more 
than 120 industry-leading content providers and developers, providing it with an 
exhaustive library of more than 20,000 courses. We believe the endorsement of 
industry-leading providers such as Caliber Learning Network, Eloquent, 
headlight.com, NETg, PRIMEDIA healthcare, PROVANT, Skillsoft, Wilson Learning 
and Xebec McGraw-Hill provides further testament to the Saba solution. 


Finally, Saba has entered into a number of strategic partnerships with system 
integrators such as Pricewaterhouse Coopers and Deloitte Touche Tohmatsu 
International, thus creating a network effect that further extends the reach of 
Saba’s 26-person direct sales force (expected to reach 50 by the end of May) and 
fuels accelerated growth. 
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Attractive Business Model with Multiple Avenues of Growth. To date, Saba 
generates most of its revenues through licensing fees (36% in C1999) and 
services (69% in C1999.) Widening the mix is Saba’s Learning Exchange, which 
began generating revenues in the current quarter and is expected to reach over 
20% of the mix by F2002, mainly through transaction fees as well as possible 
advertising and sponsorship fees farther down the road. 


Licensing revenues are recognized ratably over a 12-month period (the average 
length of a contract), with unrecognized fees reported as deferred revenues on 
the balance sheet. This conservative accounting method provides us with a high 
level of predictability and visibility into future quarters. Additionally, licensing 
and exchange-based revenues have exceptionally high gross margins, of 95%- 
plus and 80%-plus, respectively. 


While still early in the game, Saba has already established solid traction with 
C1999 revenues of $6.7 million projected to grow to $29 million in C2000 and 
$65 million in C2001. We are conservatively projecting a slight profit by Q4:F02, 
but if current momentum continues, we believe profitability could be achieved 
even sooner. 


Experienced Management Team. Saba’s management team brings domain 
expertise from the technology/software industry including leading companies 
such as Oracle, Apple’, McKinsey and Cisco. We believe the team’s breadth of 
knowledge is a key competitive advantage that will enable it to successfully 
leverage Saba’s first-mover advantage and build the company into a significantly 
larger enterprise. 


Financial Projections and Valuation 


Operating on a May fiscal year, we are forecasting Saba to generate revenues of 
$6.5 million in Q4:F00 compared to $5.2 million in Q3:FOO (25% sequential 
growth) and $0.9 million in Q4:F99 (623% year-over-year growth). Saba enjoys 
exceptionally high gross margins in the 50%-plus area, which we believe could 
approach 80% by F2002. This is due to a projected decrease of labor-intensive 
service revenues as a percent of the total mix (from 50% to 30%), which we 
expect to be replaced by Learning Exchange fees. 


Our model assumes operating losses of $(1.26) per share in F2000, $(1.49) in 
F2001, and $(0.55) in F2002. While we are currently estimating profitability in 
Q4:FO2, we believe profits could be achieved sooner if current business 
momentum continues. 


Following its IPO, Saba has approximately $70 million cash and $11 million in 
deferred revenues on its balance sheet. 


In recent weeks, B2B stocks have been hit particularly hard under the pressure of 
the volatile market conditions. Valuations of the group have compressed 73% 
from a 52-week high on March 20, 2000, compared to a 20% decline for the 
NASDAQ over the same time period and a 29% decrease since its 52-week high 
achieved on March 10, 2000. 
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Despite the apparent investor skepticism on B2B of late, Saba has held up 
reasonably well, in our view. At $23.50, Saba is up 57% from its IPO price of 
$15 (above the $12-14 filing range despite the nervous market conditions) and 
off 43% from its high on April 7, 2000. 


We believe Saba will continue to trade approximately in line with other top B2B 
stocks such as Ariba, CommerceOne’ and DigitalThink” for the foreseeable future. 


Investment Risks 


Among the risks are: (1) the unpredictable rate of adoption of eLearning; (2) the 
competitive and fragmented nature of the eLearning market; (3) the ability of Saba 
to attract and retain skilled employees and senior management; (4) the company’s 
limited track record and increasing operating losses; (5) the execution risk 
associated with rapid growth; and (6) rapid technological changes in the industry. 
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Figure 1: SABA SOFTWARE, INC.—QUARTERLY INCOME STATEMENT (in thousands, except per share data) 
























FY Ma 
i $612 $668 $1,252 $23,103 
1,327 1,039 2,245 2,602 3,401 17,600 

Internet Services 0 0 0 0 20 20 60 110 750 1,700 2,620 21,100 
Total Revenues 1,939 1,707 3,497 5,202 6,520 16,926 7,960 9,411 11,651 14,301 43,323 99,400 
License 0 0 0 0 124 124 135 150 190 250 725 1,200 
Services 1,265 956 1,772 2,493 3,499 8,720 3,550 3,600 3,650 3,700 14,500 16,850 
Internet Services 0 0 0 0 3 3 10 20 150 330 510 3,950 
Cost of Revenues 1,265 956 1,772 2,493 3,627 8,848 3,695 3,770 3,990 4,280 15,735 22,000 
Gross Profits 675 751 1,725 2,709 2,893 8,078 4,265 5,641 7,661 10,021 27,587 77,400 
Research & Development 3,627 3,522 2,724 4,093 5,350 15,689 5,750 6,100 6,200 6,300 24,350 25,700 
Sales & Marketing 6,318 3,428 5,132 8,371 11,650 28,581 13,650 14,450 15,150 16,050 59,300 65,200 
General & Admin. 1,437 901 1,092 1,534 2,900 6,427 3,300 3,400 3,500 3,600 13,800 14,650 
Total Operating Expenses 11,383 7,851 8,948 13,998 19,900 50,697 22,700 23,950 24,850 25,950 97,450 105,550 
Operating Income (10,708) (7,100) (7,223) (11,289) (17,007) (42,619) (18,435) (18,309) (17,189) (15,929) (69,863) (28,150) 
Interest Income & Other 45 48 108 238 850 1,244 800 750 700 650 2,900 2,100 
Pretax Income (10,663) (7,052) (7,115) (11,051) (16,157) (41,375) (17,635) (17,559) (16,489) (15,279) (66,963) (26,050) 
Net Income (10,663) (7,052) (7,115) (11,051) (16,157) (41,375) (17,635) (17,559) (16,489) (15,279) (66,963) (26,050) 
Amort. of Def. Stock Compensation 189 1,385 2,126 5,024 7,000 15,535 5,000 4,300 3,300 2,300 14,900 6,100 
Operating EPS $(0.51) $(0.26) $(0.24) $(0.31) $(0.42) $(1.26) $(0.40) $(0.40) $(0.36) $(0.33) $(1.49) $(0.55) 
EPS as Reported $(0.52) $(0.31) $(0.31) $(0.46) $(0.60) $(1.74) $(0.52) $(0.49) $(0.43) $(0.38) $(1.83) $(0.68) 
Shares Outstandin 20,850 27,400 29,800 35,089 38,900 32,797 43,600 44,400 45,700 45,700 44,850 47,600 





Revenue Breakout 


License 32% 39% 36% 50% 48% 45% 52% 54% 54% 53% 53% 49% 
Services 68% 61% 64% 50% 52% 55% 48% 45% 39% 35% 41% 30% 
Internet Services 0% 0% 0% 0% 0% 0% 1% 1% 6% 12% 6% 21% 
Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 





Margin Detail 


License 100.0% 100.0% 100.0% 100.0% 96.0% 98.4% 96.7% 97.1% 97.0% 96.7% 96.9% 97.5% 
Services 4.7% 8.0% 21.1% 4.2% (2.9)% 6.1% 6.6% 14.3% 20.7% 26.0% 17.6% 42.7% 
Internet Services NM NM NM NM 83.4% 83.4% 82.6% 81.8% 80.0% 80.6% 80.5% 81.3% 
Gross Margin 34.8% 44.0% 49.3% 52.1% 44.4% 47.7% 53.6% 59.9% 65.8% 70.1% 63.7% 77.9% 
Research & Development 187.0% 206.3% 77.9% 78.7% 82.1% 92.7% 72.2% 64.8% 53.2% 44.1% 56.2% 25.9% 
Sales & Marketing 325.8% 200.8% 146.8% 160.9% 178.7% 168.9% 171.5% 153.5% 130.0% 112.2% 136.9% 65.6% 
General & Admin. 74.1% 52.8% 31.2% 29.5% 44.5% 38.0% 41.5% 36.1% 30.0% 25.2% 31.9% 14.7% 
Total Operating Expenses 587.0% 459.9% 255.9% 269.1% 305.2% 299.5% 285.2% 254.5% 213.3% 181.5% 224.9% 106.2% 
Operating Margin (552.2)% (415.9)% (206.5)% (217.0)% (260.8)% (251.8)% (231.6)% (194.6)% (147.5)% (111.4)% (161.3)% (28.3)% 
Pretax Margin (549.8)% (413.1)% (203.5)% (212.4)% (247.8)% (244.4)% (221.5)% (186.6)% (141.5)% (106.8)% (154.6)% (26.2)% 
Tax Rate (as reported) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Net Margin 549.8)% 413.1)% 203.5)% 212.4)% 247.8)% 244.4)% 221.5)% 186.6)% 141.5)% 106.8)% 154.6)% 26.2)% 





Quarter-to-Quarter Growth 


























License Revenues NM 112.7% 87.4% 107.7% 19.2% NM 32.3% 24.4% 23.5% 20.6% NM NM 
Services Revenues NM 76.9% 116.1% 15.9% 30.7% NM 11.7% 10.5% 9.5% 8.7% NM NM 
Internet Services Revenues NM NM NM NM NM NM 200.0% 83.3% 581.8% 126.7% NM NM 
Total Revenues NM 89.4% 104.9% 48.8% 25.3% NM 22.1% 18.2% 23.8% 22.7% NM NM 
Operating Income NM (26.5)% (1.7)% (56.3)% (50.6)% NM (8.4)% 0.7% 6.1% 7.3% NM NM 
Net Income NM (26.0)% (0.9)% (55.3)% (46.2)% NM (9.2)% 0.4% 6.1% 7.3% NM NM 
Operating EPS NM 1.1% 7.2% (31.9)% (31.9)% NM 2.6% 2.2% 8.8% 7.3% NM NM 
Year-to-Year Growth 

License Revenues NM 4353.3% 1103.8% 1349.3% 887.0% 1144.2% 513.8% 307.4% 142.3% 145.3% 203.2% 111.7% 
Services Revenues NM 636.9% 906.7% 593.1% 478.9% 599.9% 265.7% 87.1% 76.8% 47.0% 89.5% 67.0% 
Internet Services Revenues NM NM NM NM NM NM NM NM NM 8400.0% 13000.0% 705.3% 
Total Revenues NM 994.2% 969.4% 837.6% 623.2% 772.8% 366.3% 169.1% 124.0% 119.3% 156.0% 129.4% 
Operating Income NM 1198.0% 250.0% 354.6% 203.0% 298.0% 159.7% 153.5% 52.3% (6.3)% 63.9% (59.7)% 
Net Income NM 1230.6% 243.6% 348.3% 188.7% 288.0% 150.1% 146.8% 49.2% (5.4)% 61.8% (61.1)% 
Operating EPS NM 893.1% 135.8% 168.3% 59.5% 146.7% 57.2% 65.6% 14.6% 19.5 )% 18.4% 


Trailing 12-Month Data 


Total Revenues $11,308 $23,179 $29,093 $35,542 
Operating EPS $(1.07) $(1.37) $(1.53) $(1.58) 





Source: Company reports and Robertson Stephens estimates. 


This research report is a product of FleetBoston Robertson Stephens Inc. 
(a) Robertson Stephens maintains a market in the shares of this company. 


(b) Robertson Stephens has been a managing or comanaging underwriter for or has privately placed securities of this 
company within the past three years. 


(c) A Robertson Stephens officer sits on the board of directors of this company. 
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